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OATH OR AFFIRMATION | H

I, ' ' A. Brean Murray , swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Brean Murray & Co., Inc. , as of
December 31, 2002 , are true and correct. I further swear (or affirm) that neither the company

NOT any partner, proprietor, prmcxpal officer or director has any proprietary interest in any account classified soley as that of
a customer, except as follows:
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NOTARY PUBLIC, State of New Y
Nu 31-7162665 o

Qualified in Yew York Co
Commissign unty -
This report** contains (CE‘P @ 7

(a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of ¢,oh Flows.

(e) Statement of Changes in Stockholders' Equity or Partners' or Sole Proprletor s Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims.of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3. 4

(j) A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con- o
solidation. L

(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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**For conditions of conﬁdential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors
Brean Murray & Co., Inc.

We have audited the accompanying statement of financial condition of BREAN MURRAY & CO.,
INC., a wholly-owned subsidiary of BMI Holding Corp., as of December 31, 2002, and the
related statements of operations, changes in liabilities subordinated to claims of general
creditors, changes in stockholder's equity and cash flows for the year then ended that you are
filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934. These financial
statements are the responsibility of the Company's management. Our responsibility is to express
an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Brean Murray & Co., Inc. as of December 31, 2002, and its results of
operations and cash flows for the year then ended, in conformity with accounting principles
generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedule | is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-5 under the Securities Exchange Act of 1934.
Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.
T Gl P

Roseland, New Jersey
February 10, 2003, except for Note 11
which is as of February 28, 2003



BREAN MURRAY & CO., INC.

A Wholly-Owned Subsidiary of BMI Holding Corp.

STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2002

ASSETS

' Cash

Cash segregated under Federal and other regulations

Receivables from brokers and dealers

Securities owned

Furniture, equipment and improvements, net of accumulated
depreciation and amortization of $1,148,342

Other assets

Total

LIABILITIES AND STOCKHOLDER'S EQUITY

Liabilities:
Securities sold but not yet purchased
Short-term note payable
Accounts payable and other liabilities
Payable to Parent
Total liabilities

Commitments and contingencies

Stockholder's equity:

Series preference stock (liquidation preference of $100 per share),
par value $.01 per share; 100,000 shares authorized; 805 shares
of $10.00 preferred stock outstanding

Common stock, par value $.01 per share; 100,000 shares authorized;
22,004 shares outstanding

Additional paid-in capital

Accumulated deficit

Total stockholder's equity

Total

See Notes to Financial Statements.

$2,437,729
890,000
339,912
474,689

526,250
516,336

$ 66,521
890,000
2,470,372
110,000
3,636,893

8

220
1,915,695

(267,900)
1,648,023

$5,184.916



BREAN MURRAY & CO., INC.
A Wholly-Owned Subsidiary of BMI Holding Corp.

STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31, 2002

Revenues:
Commissions $16,413,259
Syndicate underwriting 277,945
Investment banking services 2,706,765
Realized and unrealized trading gains 350,721
Net loss on investment securities (278,234)
Wrap and managed account fees 3,614,721
Management fees 1,949,081
Other income 95,617
Total 25,129,875
Expenses:
Compensation and benefits 15,851,653
Clearance and floor brokerage 2,309,616
Investment banking 23,532
Exchange membership rentals 1,713,417
Regulatory fees and expenses 111,307
Communications 1,611,463
Occupancy and equipment rentals 1,474,200
General and administrative 2,377,407
Interest 51,938
Total 25,524 533
Loss before provision for income taxes (394,658)
Provision for Federal income taxes 110,000
Net loss $ _(504,668)

See Notes to Financial Statements.



BREAN MURRAY & CO., INC.
A Wholly-Owned Subsidiary of BMI Holding Corp.

STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED TO
CLAIMS OF GENERAL CREDITORS
YEAR ENDED DECEMBER 31, 2002

Balance, January 1, 2002 $ -
Additions - August 2002 4,000,000
Repayments - August 2002 (4,000,000)

Balance, December 31, 2002 $ -

See Notes to Financial Statements.



"SJuaLWIAlE}S [elouUBUL 0) SBION 89S

€20'8¥9°L$ - $ - $ (006'292) $ G69'GLE'LS  0Z2$ ¥00'22 8% G08 200z ‘L€ Jaquiade( ‘souejeq

vEL'E0L'T (¥€L'€0L'2) Juaied 0} papuapIAlp
Alaaoaye - ajeljiye wouy

anp sjunowe Jo ssauaaibio

gez'gLL'e (862'8L1'€) Jualed
0} papuaplAlp AjAoays

- Juased Aq pequosgns ©
3D0}S LUOLILLOD JO |ESIaASY

00005} 000°051 uornquiuod |eyde)
(859'¥05) (869'¥09) $SO| 18N
189'200'¢¢ (beL'cOL'D)$ (862'8LL'E)S 06.'8G50'98 669'G9.L$  0Ccs ¥00'CC 8% S08 200z ‘I Asenuer ‘souejeg
[ejo] salel|iyy ETEIYESEN] (woyeQg jelde) junowly Seleyg Junowy Ssaleyg
woJj suonduss  pajeinwnddy)  ul-pled ¥O0)S uowwo)  YO0iS palisjeid
anQ -Qng %o0}s  sbuiwey [euolppY
paule}ay

2002 ‘L€ ¥3GWNID3IA AIANT UV3A
ALINO3 SHIAATOHMOOLS NI S3ONVHO 40 INJWNILVYILS

‘d109 BuipjoH |G jo Arelpisqng paumO-A|loym v
"ONI "0 8 AVHYNA NY3Hd



BREAN MURRAY & CO., INC.

A Wholly-Owned Subsidiary of BMI Holding Corp.

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2002

Operating activities:
Net loss
Adjustments to reconcile net loss to net cash provided by
operating activities:
Depreciation and amortization
Decrease in unrealized loss on investment securities
Changes in operating assets and liabilities:
Receivables from brokers and dealers
Securities owned
Other assets
Securities sold but not yet purchased
Accounts payable and other liabilities
Net cash provided by operating activities

Investing activities:
Purchases of furniture, equipment and improvements
Cash segregated under Federal and other regulations
Net cash used in investing activities

Financing activities:
Proceeds from short-term note payable
Proceeds from subordinated borrowings
Repayments of subordinated borrowings
Capital contributions
Payable to Parent
Net cash provided by financing activities

Net increase in cash
Cash, beginning of year

Cash, end of year

Supplemental disclosures of cash flow data:
Interest paid

See Notes to Financial Statements.

$ (504,658)

150,000
75,810

426,505
230,404
81,676

(75,198)
316,492
701,031

(47,015)
(890,000)
(937,015)

890,000
4,000,000
(4,000,000)
150,000
110,000
1,150,000

914,016
1,523,713

$2,437,729

s 1,445



BREAN MURRAY & CO., INC.
A Wholly-Owned Subsidiary of BMI Holding Corp.

NOTES TO FINANCIAL STATEMENTS

Note 1 - Business and summary of significant accounting policies:
Business:
Brean Murray & Co., Inc. (the "Company") is a wholly-owned subsidiary of BMI
Holding Corp. (the "Parent"). The Company is a broker-dealer registered with the
Securities and Exchange Commission (the "SEC") and is a member of the New
York Stock Exchange and the National Association of Securities Dealers, Inc.
The Company is also a market maker in certain securities and engages in
syndicate underwriting and investment banking activities.

The Company has an agreement with another broker-dealer (the "clearing
broker") to clear transactions, carry customers' accounts on a fully-disclosed
basis and perform record keeping functions and, consequently, operates under
the exemptive provisions of SEC Rule 15¢3-3k(2)(ii).

The accompanying financial statements have been prepared from the separate
records maintained by the Company and may not necessarily be indicative of the
financial condition that would have existed or the results that would have been
obtained from operations had the Company operated as an unaffiliated entity.

Use of estimates:
The preparation cf financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to
make estimates and assumptions that affect certain reported amounts and
disclosures. Actual results could differ from those estimates.

Concentrations of credit risk:
Financial instruments that potentially subject the Company to concentrations of
credit risk consist principally of cash and receivables from brokers and dealers.
The Company maintains its cash and temporary cash investments in bank
deposit and other accounts, the balances of which, at times, may exceed
Federally insured limits. Exposure to credit risk is reduced by placing such
deposits in high credit quality financial institutions.

Securities transactions and valuations:
Securities transactions and related commission revenues and expenses are
recorded on a trade-date basis.

Marketable securities and securities sold but not yet purchased are valued at
market. Nonmarketable securities are valued at estimated fair value. Unrealized
gains and losses are included in results of operations.



BREAN MURRAY & CO., INC.
A Wholly-Owned Subsidiary of BMI Holding Corp.

NOTES TO FINANCIAL STATEMENTS

Note 1 - Business and summary of significant accounting policies (concluded):
Furniture, equipment and improvements:
Furniture, equipment and improvements are carried at cost. Depreciation is
provided using the straight-line method over estimated useful lives of three to 15
years. Leasehold improvements are amortized over the lesser of the estimated
useful life of the asset or the term of the lease.

Income taxes:
The Parent files consolidated Federal and combined state and local income tax
returns with its subsidiaries and, accordingly, the Company's taxable income or
loss is included in such tax returns.

The Parent and its subsidiaries account for income taxes in accordance with
Statement of Financial Accounting Standards No. 109, Accounting for Income
Taxes ("SFAS 108"), which requires the use of an asset and liability approach to
financial accounting and reporting for income taxes. Deferred income tax assets
and liabilities are computed for temporary differences between the financial
statement and tax bases of assets and liabilities that will result in taxable or
deductible amounts in the future based on enacted tax laws and rates applicable
to the periods in which the temporary differences are expected to affect taxable
income. Valuation allowances are established when necessary to reduce
deferred tax assets to the amount expected to be realized. The income tax
provision is the tax payable or refundable for the period plus or minus the change
during the period in deferred tax assets and liabilities.

The Parent allocates the current provision for income taxes to the Company
based on its pro rata share of the annual consolidated income or loss reported by
the Parent and its subsidiaries for income tax purposes. A deferred tax provision
is recorded by the Company based upon the expected future Federal, state and
local income tax consequences of temporary differences generated as a result of
its own operations. The Parent records the consolidated deferred tax assets and
liabilities.

Note 2 - Securities owned and securities sold but not yet purchased:
Securities owned and securities sold but not yet purchased represent positions in
marketable and nonmarketable securities taken for trading and investment
purposes. A summary of those positions as of December 31, 2002 follows:

Sold But
Not Yet
Owned Purchased

Marketable securities, at market value:

Common stocks $415,379 $66,521
Preferred stocks 15,050
Totals 430,429 66,521
Nonmarketable securities, at estimated fair value 44,260
Totals $474 689 $66,521
9



BREAN MURRAY & CO., INC.
A Wholly-Owned Subsidiary of BMI Holding Corp.

- NOTES TO FINANCIAL STATEMENTS

Note 3 - Transactions with the Parent and Affiliates:

The Company provides BMI Capital Corp. and American Asset Management
Company, Inc. (the "Affiliates") and the Parent with certain management and
administrative services for which it incurs various costs and receives certain
revenues, other than income tax charges and credits, that are directly or indirectly
attributable to the operations of the Affiliates or the Parent. To the extent these costs
and revenues are specifically identifiable, the Company charges the Affiliates and
Parent a management fee. Revenue includes management fees paid by the
Affiliates and Parent of $1,949,081 in 2002.

On March 25, 2002, the Parent subscribed for additional shares of the Company’s
common stock in the amount of $3,718,298. Accordingly, at December 31, 2001 the
Company reflected its receivable from Parent as stock subscriptions receivable. In
2002, the Company dividended the stock subscriptions receivable to its Parent via a
charge to accumulated deficit.

In addition, based on the uncertainty as to whether the receivables from Affiliates will
be collected or dividended to the Parent, the Company reflected such amounts as a
reduction of stockholder's equity at December 31, 2001. In 2002, the Company
forgave the amounts due from Affiliates as an effective dividend to the Parent.

Note 4 - Employee benefit plans:
The Company sponsors a defined contribution profit sharing plan and a savings plan
for the benefit of its eligible employees. The Company makes contributions to the
profit sharing plan at the discretion of its Board of Directors. The Company did not
make any contributions to the profit sharing plan in 2002.

Note 5 - Short-term note payable:

The short-term note payable consists of borrowings of $890,000 from the
Company's clearing agent which bears interest at the Broker Call Loan Rate plus 4%
per annum and is guaranteed by two stockholders of the Parent. The note is in
accordance with a demand by the New York Stock Exchange (the "NYSE") whereby
the Company was required to establish an account for the exclusive benefit of
certain customers (see Note 8). The escrow account is included in cash segregated
under Federal and other regulations. Effective December 31, 2002, the Broker Call
Loan Rate was 2.25%. Interest accrued on the note amounted to $50,493 for 2002.

10



BREAN MURRAY & CO., INC.
A Wholly-Owned Subsidiary of BMI Holding Corp.

NOTES TO FINANCIAL STATEMENTS

Note 6 - Net capital requirement:

The Company is subject to the SEC Uniform Net Capital Rule (Rule 15¢3-1), which
requires the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1.
The net capital rule of the NYSE also provides that equity capital may not be
withdrawn or cash dividends paid if the resulting net capital ratio would exceed 10 to
1. At December 31, 2002, the Company had net capital of $334,056, which was
$84,056 in excess of its required minimum net capital of $250,000. The Company's
net capital ratio was 7.72 to 1.

Note 7 - Income taxes:

As explained in Note 1, the Parent allocates the current provision for income taxes
to the Company based on its pro rata share of the annual consolidated income or
loss reported by the Parent and its subsidiaries for income tax purposes and records
deferred tax assets and liabilities on a consolidated basis. At December 31, 2002,
deferred tax assets and liabilities attributable to the Company's temporary
differences that were included in the consolidated totals, and the related valuation
allowance, were as follows:

Deferred tax assets:

Capital loss carryforwards $ 738,000
Unrealized loss on investment securities 145,000
Net operating loss carryforwards 97,000
Other 519,000
Total 1,499,000
Valuation allowance (1,499,000)
Total $ -

The disproportionate provision for income taxes results primarily from deferred tax
assets related to capital losses of approximately $1,200,000 which have been offset
by a valuation allowance due to the unlikelihood of realization.

As of December 31, 2002, the Parent and its subsidiaries had net operating loss
carryforwards available for combined state and local income tax reporting purposes,
including net operating loss carryforwards of approximately $804,000 for state and
local income tax reporting purposes that were attributable to the Company and
expire at various dates through 2022. Due to the uncertainties related to, among
other things, the extent and timing of the future taxable income of the Parent and its
subsidiaries, the Company recorded an equivalent valuation allowance of

- $1,499,000 as of December 31, 2002 to offset the potential benefits of its share of
the Parent's deferred tax assets.

11



BREAN MURRAY & CO., INC.
A Wholly-Owned Subsidiary of BMI Holding Corp.

NOTES TO FINANCIAL STATEMENTS

Note 8 - Commitments and contingencies:

The Company is leasing the premises in which it conducts its operations under
operating lease agreements that expire in 2011 and a NYSE membership under an
operating lease that expires in 2003.

Minimum future lease payments as of December 31, 2002 under noncancelable
operating leases are as follows:

Year Ending
December 31, Amount
2003 $1,118,264
2004 988,026
2005 978,264
2006 995,733
2007 1,048,140
Thereafter 3,930,525
Total $9,058,952

Rent expense under all operating leases totaled $2,866,515 in 2002.

During February 2002, an internal investigation revealed that a former employee
may have been involved in certain irregularities related to an escrow account
established by the Company on behalf of a customer. This matter has been reported
by the Company to the Federal Bureau of Investigation, U.S. Attorney's Office, the
NYSE and the Company's insurance carrier. At the request of the NYSE, an account
has been established and funded to offset any potential loss the customer may
suffer as a result of activities in the escrow account. At this point, the Company has
not incurred any loss in connection with this matter and no formal demand has been
received from the customer. It is not currently possible to determine the likelihood of
any claim or to estimate the amount of any loss which may be suffered by the
Company. Management expects that others persons will ultimately be held
responsible for these matters and that any loss which may be suffered by the
Company will be covered by insurance.

The Company, in the ordinary course of business, is a party to certain legal proceedings.

In the opinion of management, these proceedings will not have a material adverse
effects on the Company's financial statements in subsequent years.

12



BREAN MURRAY & CO., INC.
A Wholly-Owned Subsidiary of BMI Holding Corp.

NOTES TO FINANCIAL STATEMENTS

Note 9 - Financial instruments with off-balance-sheet risk and concentration of credit risk:

The Company's customer securities activities are transacted on either a cash or
margin basis. In margin transactions, the Company's clearing broker extends credit
to the customer, subject to various regulatory and internal margin requirements,
collateralized by cash and securities in the customer's account. As a result of
guaranteeing customer margin balances carried by the clearing broker, the
Company may be exposed to off-balance-sheet risk in the event margin re-
quirements are not sufficient to fully cover losses which the customer may incur.
Margin accounts guaranteed by the Company at December 31, 2002 were not
material.

Securities sold but not yet purchased represent obligations of the Company to
deliver the specified security at the contracted price and thereby create a liability to
repurchase the security in the market at prevailing prices. Accordingly, these
transactions result in off-balance-sheet risk as the Company's ultimate obligation to
satisfy the sale of securities sold but not yet purchased may exceed the amount
recognized in the statement of financial condition.

Additionally, the Company is exposed to off-balance-sheet risk of loss on
transactions during the period from the trade date to the settlement date, which is
generally three business days. If the customer fails to satisfy its contractual
obligations to the clearing broker, the Company may have to purchase or sell
financial instruments at prevailing market prices in order to fulfili the customer's
obligations. Settlement of these transactions did not have a material effect on the
Company's financial position.

The Company seeks to control the risks associated with its customer activities by
requiring customers to maintain margin collateral in compliance with various
regulatory and clearing broker guidelines. The Company monitors required margin
levels daily and, pursuant to such guidelines, requires the customers to deposit
additional collateral or to reduce positions, when necessary.

Note 10- Preferred stock:

Holders of the Company's outstanding shares of preferred stock are entitled to
receive, as and when declared by the Board of Directors, annual dividends of no
more than $10.00 per share. Such dividends are not cumulative. However, dividends
on the Company's common stock cannot be declared or paid if dividends on the
$10.00 preferred stock for any year have not been paid or declared. Holders of the

~ $10.00 preferred stock are entitled to one vote for each share held on each matter
submitted to a vote of stockholders of the Company. All of the shares of preferred
stock outstanding at December 31, 2002 were owned by the Parent.

13



BREAN MURRAY & CO., INC.
A Wholly-Owned Subsidiary of BM! Holding Corp.

NOTES TO FINANCIAL STATEMENTS

Note 11- Liquidity and subsequent events:

The Company has suffered recurring losses from operations and has an
accumulated deficit of approximately $268,000 at December 31, 2002. In order to
improve the Company's liquidity, on February 28, 2003, the Company obtained
commitments for funding of up to $500,000, of which the Company has received
$140,000 as of February 28, 2003. In addition, management plans to take various
measures to reduce operating expenses over the next twelve months. The
Company expects the aforementioned actions to enable it to meet its near-term
financial obligations. Long-term liquidity is dependent upon the Company's ability to
raise additional capital and/or achieve profitable operations.

14



BREAN MURRAY & CO., INC.
A Wholly-Owned Subsidiary of BMI Holding Corp.

SCHEDULE | - COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION
DECEMBER 31, 2002

Net capital:
Total stockholder's equity $1,648,023
Deduct nonallowable assets and charges:
Receivables from brokers and dealers $134,528
Nonmarketable securities 44 260
Furniture, equipment and improvements, net 526,250
Other assets 516,336 1,221,374
Net capital before haircuts on securities positions 426,649

Deduct haircuts on securities positions:

Other securities 77,314
Undue concentration 15,279 92,593
Net capital ' $ 334,056

Aggregate indebtedness:

Total liabilities $3,536,893
Deduct:
Short-term note payable $890,000
- Securities sold but not yet purchased 66,521 956,521
Aggregate indebtedness $2,580,372

Computation of basic net capital requirement:
Minimum net capital required computed on the basis of values
of common stocks for which the Company is a market maker

or $250,000 minimum dollar net capital requirement $ 250,000
Excess of net capital over minimum net capital $ 84,056
Excess net capital at 1,000% - $ 76,019
Ratio of aggregate indebtedness to net capital 71.72

15



BREAN MURRAY & CO., INC.
A Wholly-Owned Subsidiary of BMI Holding Corp.

SCHEDULE | - COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SECURITIES AND EXCHANGE COMMISSION (Concluded)
DECEMBER 31, 2002

Reconciliation with the Company's computation (included in Part lIA
of Form X-17A-5) as of December 31, 2002:
Net capital as reported in the Company's Part lIA (Unaudited)

FOCUS report $ 556,903
Decrease in net capital resulting from changes in:
Haircuts on securities positions $ 9,329
Audit adjustments, net:
Balance sheet reclassifications (75,124)
Statement of operations changes (157,052) (222,847)
Net capital per above $ 334,056
Aggregate indebtedness as reported in the Company's
Part l1IA (Unaudited) FOCUS report $2,419,876
Increase in aggregate indebtedness resulting from
audit adjustments to decrease accounts payabie
and other liabilities and balance sheet reclassifications 160,496
Aggregate indebtedness per above $2,580,372

See Report of Independent Public Accountants.
16
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
ON INTERNAL CONTROL

To the Board of Directors
Brean Murray & Co., Inc.

In planning and performing our audit of the financial statements and supplemental schedule of
Brean Murray & Co., Inc. (the "Company"), a wholly-owned subsidiary of BMI Holding Corp., as
of and for the year ended December 31, 2002, we considered its internal control, including
control activities for safeguarding securities, in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance on
internal control.

Also, as required by rule 17a-5(g)(1) of the Securities Exchange Commission (the "SEC"), we
have made a study of the practices and procedures followed by the Company including tests of
such practices and procedures that we considered relevant to the objectives stated in rule 17a-
5(g) in making the periodic computations of aggregate indebtedness (or aggregate debits) and
net capital under rule 17a-3(a)(11) and for determining compliance with the exemptive provisions
of rule 15¢3-3. Because the Company does not carry security accounts for customers or perform
custodial functions relating to customer securities, we did not review the practices and
procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications and comparisons
2. Recordation of differences required by rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fuffilling this
responsibility, estimates and judgements by management are required to assess the expected
benefits and related costs of controls and of the practices and procedures referred to in the
preceding paragraph and to assess whether those practices and procedures can be expected to
achieve the SEC's above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reasonable but not absolute
assurance that assets for which the Company has responsibility are safeguarded against loss
from unauthorized use or disposition and that transactions are executed in accordance with
management's authorization and recorded properly to permit preparation of financial statements
in accordance with accounting principles generally accepted in the United States of America.
Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding
paragraph.
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Because of inherent limitations in internal control or the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the risk that they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a condition in which the design or operation
of the specific internal control components does not reduce to a relatively low level the risk that
error or fraud in amounts that would be material in relation to the financial statements being
audited may occur and not be detected within a timely period by employees in the normal course
of performing their assigned functions. However, we noted no matters involving internal control,
including control activities for safeguarding securities, that we consider to be material
weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a
material inadequacy for such purposes. Based on this understanding and on our study, we
believe that the Company's practices and procedures were adequate at December 31, 2002 to
meet the SEC's objectives.

This report is intended solely for the use of the Board of Directors, management, the SEC, the
National Association of Securities Dealers, Inc. and the other regulatory agencies that rely on
rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers
and dealers and is not intended to be and should not be used by anyone other than these
specified parties.

T Gl LLf

Roseland, New Jersey
February 10, 2003, except for Note 11
which is as of February 28, 2003
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